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SUBJECT: Firearm Locking Device Credit

SUMVARY

This bill would create a tax credit equal to the amount paid or incurred (up to
$75 per device) by the taxpayer during the taxable year for the purchase of a

| ocki ng device on a firearm

EFFECTI VE DATE

As a tax levy, this bill would becone effective inmmedi ately and apply to taxable
years beginning on or after January 1, 1999, and before January 1, 2004.

LEG SLATI VE H STORY

AB 9 (1999), AB 94 (1998).

SPECI FI C FI NDI NGS

Current federal and state |laws allow a taxpayer to deduct expenses paid or
incurred in the ordinary course of a taxpayer’'s business. Generally tax
deductions are not allowed for personal expenses. Personal expenses that are
deducti bl e, except for itenms such as charitable contributions, nedical expenses,
interest, and taxes, are primarily work-rel ated and consi dered m scel | aneous
item zed deductions. M scellaneous item zed deductions are deductible to the
extent that they exceed 2% of adjusted gross incone.

Current federal and state |aws provide for various tax credits designed to
provide tax relief for taxpayers who incur certain expenses (e.g., child and
dependent care credits) or to influence business practices and deci sions.

This bill would create a personal inconme tax (PIT) credit equal to the anount
paid or incurred by the taxpayer during the taxable year for the purchase of a

| ocking device on a firearm The maxi mum anount of credit is $75 for each device
and $225 for any taxabl e year.

“Locki ng device” would nmean a device designed to prevent the firearmfrom
functioning, which, when applied to the firearm renders the firearminoperable.
“Firearnf woul d nean any device designed to be used as a weapon, fromwhich a
projectile is expelled through a barrel by the force of any expl osion or other
form of conbusti on.
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Any credit in excess of “net tax” could be carried forward indefinitely. Since
this bill does not specify otherwise, this credit would not reduce regular tax
bel ow tentative m ni num t ax.

Pol i cy Consi derati ons

This bill would raise the follow ng policy considerations:
The bill would provide a credit for PIT “taxpayers,” which includes
partnershi ps, estates and trusts, and certain limted liability
compani es. However, the credit is not provided to corporations. |If the
author intends to limt the credit to individuals, the term*taxpayer”
shoul d be changed to “individual.” |[If the author intends to allow the

credit to partnerships and other entities taxable under the PIT | aw, the
aut hor m ght consider allowing the credit to corporations. However,
expanding the credit to corporations would increase the revenue | oss.

It is unclear whether each spouse could claimthe credit when a joint
return is filed (for maxi mum $225 credit for each spouse) or whether a
single credit would be divided between the spouses. Further, it is
uncl ear how the $225 limt is applied to carryovers. For exanple, does
the limt apply to current year expenditures or does it also limt
carryovers.

This bill would provide a credit to taxpayers who purchase | ocking
devices for resale or as gifts.

This bill would allow a credit for a | ocking device purchased for use on
an unregistered firearmor one registered in another state.

Al though this bill would provide a credit for the purchase of a | ocking
device, there is no way to ensure that the device will be used by the
t axpayer.

Sone | ocal governments, |ike San Diego, require gun dealers to sell a
| ocki ng device with each new or used handgun. Thus, this bill would
provide a tax benefit for actions already nandated by sone | ocal

or di nances.

| npl ement ati on Consi der ati ons

This bill would provide an unlimted carryover of excess credit anounts.
Credits with unlimted carryovers must be nmaintained on tax forns and
systens even when the credit has expired. Since tax credits are usually
used within eight years, nost recently enacted credits contain l[imted
carryover provisions, usually eight or ten years.

Techni cal Consi der ati ons

Amendnment 1 would clarify the definition of “Iocking device” by clarifying
the reference to the Penal Code.



Assenbly Bill 156 (Strickl and)

I ntrod
Page 3

uced January 15, 1999

FI SCAL | MPACT

Depart nental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Based on data and assunptions di scussed below, this bill would result in the
foll owi ng | osses.

Esti mat ed Revenue | npact of AB 156
As I ntroduced 01/15/1999
[$ In MIlions]

1999- 2000 2000- 2001 2001- 2002
($9) ($9) ($9)
The bill would be effective for taxable years begi nning on or after

January 1, 1999, with enactnment assuned after June 30. Estinmates assune al
credits generated in a given year would be applied to reduce tax
liabilities. Losses would be under the PITL.

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

Tax Revenue Di scussi on

The nunber, type, and quality of | ocking devices (as defined and limted by
the bill) that are purchased by taxpayers, the cost of devices and the
anmount of credits that are applied to reduce tax liabilities would determ ne
the revenue inpact of this bill. *“Locking device” is assuned to include
trigger, cable, grip, nmagazine, and plug | ocks. The cost for | ocking

devi ces ranges froma | ow of $10-$15 to a high of $70-$90.

Separating the “potential demand” for |ocking devices into two groups was
the first step in developing a revenue estimate: (1) new or used firearn(s)
purchased in the current year, and (2) the inventory of firearns purchased
in all previous years.

In California, current |egal sales of firearns range from 350,000 to 500, 000
annual | y. In 1998, sales total ed about 350,000. Assumng two-thirds of

proj ected annual sales of 350,000 either conme with or the buyer pays extra
for a qualifying | ocking device, and an average cost per device of $20,
revenue | osses attributed to this group would be $4.6 mllion annually. If
an equal nunber of devices are purchased each year for the second group
consisting of firearnms acquired in previous years, additional |osses of $4.6
mllion annually would occur. These assunptions allow for the incentive
effect of the bill in offsetting the cost of |ocking devices partially or
fully due to the tax credit.
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Avail abl e literature indicates Anericans own 192 nmillion firearns, including
65 mllion handguns. Handguns are about one-third of all guns owned. |If
California s distributive share of these firearns is equal to its share of
popul ation, then there could be roughly 23 mllion firearns, including
nearly 8 mllion handguns, in California.

BOARD PCSI TI ON

Pendi ng.
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FRANCHI SE TAX BOARD S
PROPCSED AMENDIVENTS TO AB 156
As I ntroduced January 15, 1999

AVENDIVENT 1

On page 2, nodify line 7 as follows:

par agraph (1) of subdivision (a) of Section 12035 of the Penal Code.




